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I. QTJALIFICATIONS AND SUMMARY 

Please state your name and business address. 

My name is Lane Kollen. My business address is J. Kennedy and Associates, Inc. 

("Kennedy and Associates"), 35 Glenlalte Parkway, Suite 475, Atlanta, Georgia 

30328. 

What is your occupation and by whom are you employed? 

I am a utility rate and plaruliilg consultant holding the position of Vice President and 

Principal with the firin of Kennedy and Associates. 

Please describe your education and professional experience. 

J. Keizizetly nild Associates, Iizc. 
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I received my Bachelor of Business Administration in Accounting from the 

University of Toledo. I also received a Master of Business Administration from tlie 

University of Toledo. I a n  a Certified Management Accountant ("CMA") and a 

Certified Public Accountant ("CPA"). 

Since 1986, I have held various positions with Kennedy and Associates. I specialize 

in revenue requirements analyses, taxes, the evaluation of rate and financial impacts 

of traditional and non-traditional ratemaking, and other utility strategic, operational, 

financial, and accounting issues. 

From 1983 to 1986, I held various positions with the consultiiig group at Energy 

Management Associates. I specialized in utility finance, tdility accounting issues, and 

computer financial modeling. I also directed consultirig and software projects 

utilizing PROSCFU3EN I1 and ACUMEN proprietary softwase products to support 

utility rate case filings, budgets, internal management and external reporting, and 

strategic and financial analyses. 

From 1976 to 1983, I held various positions with The Toledo Edison Compaiiy in the 

Accounting and Corporate Planning Divisions. Froin 1980 to 1983, I was responsible 

for the ConipanyYs financial ~~iodeling and financial evaluation of the Company's 

strategic plans. In addition, I was responsible for the preparation of the capital 
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budget, various forecast filings with regulatory agencies, and assistance in rate and 

other strategy formulation. I utilized the strategic planning model PROSCREEN TI, 

the production costing model, PROMOD 111, and otlzer software products to evaluate 

capacity swaps, sales, sale/leasebacks, cancellations, write-offs, unit power sales, and 

long tern1 systern sales, among otlzer strategic options. From 1976 to 1980, I held 

various other positions in the Budget and Accounting Reports, Property Accounting, 

Tax Accounting, and Internal Audit sectio~is of the Accounting Division. 

I have appeared as an expert witness on accountiizg, finaizce, and planning issues 

before regulatory coininissions and courts in numerous states on nearly one hundred 

occasions. In addition, I have developed and presented papers at various industry 

conferences on utility rate, accountirig, and tax issues. My qualifications and 

regulatory appearances are further detailed in my Exhibit (LK-1). 

Q. Please describe the firm of Kennedy and Associates. 

A. K.ennedy and Associates provides consulting services in the electric, gas, arid 

telecoinrnunications utilities industries. Tlie firm provides expertise in system 

planning, load forecasting, financial analysis, revenue requirements, cost of service, 

and rate design. Clients include state agencies and industrial electricity and gas 

consulners. 

J.  Kenizedy mzd Associates, Iit c. 



On whose behalf are you testifying? 

I am testifying on behalf of the Kentucky Industrial Utility Customers, Inc. a group 

coiisistirig of Alcan Aluminum Corporation, NSA, Inc., and Commor~wealth, the two 

largest and fourth largest customers on the Rig Rivers' system. 

What is the purpose of your testimony? 

The purpose of my testimony is to address the Company's treatmerit of two costs 

tlvrough its enviroixnental surcharge filings, the first related to an increase in 

depreciation rates and expense on erivironrnental compliance assets, and the second 

related to ash pond dredging costs inct~rred at tlie Coleman Plant. 

Please summarize your testimony. 

Big Rivers unilaterally increased the depreciation rate and the depreciation expense 

on its eiivironinental compliance assets effective January 1, 1996. Big Rivers did not 

seek and does not have ratelriaking authority from this Corninission to inake that 

change. The fact that Rig Rivers obtained two year teinporary approval fronl the 

RUS for the depreciation change is irrelevant for I<entucky retail ratelnalting 

purposes. Further, Big Rivers failed to seek a concurrent reduction in base rates to 

reflect the reduction in depreciation rates and expense for all other asset categories. 

J. Kelznerly and Associntes, Inc. 
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I recommend that the Cornmission direct Big Rivers to reverse the expense effects 

of any depreciation rate changes implemented this year, to discontinue the recovery 

tlu-ough the surcharge of an increase in the depreciation rate for the environmental 

compliance assets, and to refund any amourits previously collected through the 

surcharge due to the increase in rates. 

Big Rivers incurred and recovered tllrough the environmental surcharge mechanism 

an unusual and nonsecurring amount of ash pond dredging costs at the Coleman plant 

during the review period. Big Rivers incurred the costs on an accelerated basis due 

to its expectation that cash flow in 1996 would be substantially reduced upon the 

smelters reaching their respective termination account balances. The dredging costs 

have a long term benefit, similar to any other asset, and should be deferred and 

amortized for ratemaking pmposes. 

I recommend that the Con~inissioll direct Big Rivers to refund $1.402 nlillion in 

unusual and noixecurring Coleman dredging costs incurred and recovered through the 

envirormental surcharge mechanism during the review period. Further, I recommend 

that tlle Cornnlissioll direct Big Rivers to defer the excessive cost and amortize it over 

a six year period. 
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11. DEPRECIATION RATES AND EXPENSE 

Please describe the change in depreciation rates and expense implemented by Big 

Rivers. 

Big Rivers implemented a change in depreciation rates for all asset categories in 

March 1996, but effective retroactively to January 1, 1996. Thus, depreciation 

expense iri March 1996 reflected three rrionths of the changed rates. Rig Rivers 

increased the depreciation rates only on eizviromneiltal compliaiice assets associated -- 

with the power plants. The Company changed the rate on those assets to 4.25% froin 

3.10% annually. 

Big Rivers decreased tlie depreciation rates on all other asset categories. The steain 

production plant (excluding environmental compliance) rate was reduced from 3.10% 

to 1.94%, the other production plant rate was reduced froin 3.00% to 1.45%, 

transrnissioii plant was reduced froin 2.75% to 2.49%, arid general plant was reduced 

or reinailled the saine in all subcategories except for one. A copy of an interlial Big 

Rivers inernorandurn obtained in response to KIUC discovery (Item 13) is replicated 

as my Ex l i ib i t (LK-2) .  

Tlie net effect of the Company's change in depreciation rates was to illcrease the 

eiiviroivnental coinpliance depreciation expense by approximately $3.2 illillion 

amiually and to reduce all other depreciation expense by approximately $1 3.2 inillion 

armually. 

J. Kerzrterly and Associates, Iizc. 
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How did these depreciation rate changes affect the environmental surcharge 

costs in Big Rivers' monthly filings? 

Commencing with the March 1996 environmental surcharge filing, Big Rivers 

significailtly increased the depreciation expense comporie~lt of tlie environmental 

surcliarge computation. In tlie March 1996 filing, the Company included three 

montl~s effect of the increased rate in depreciation expense and in the accumulated 

depreciation balance. In April 1996 aid all s1.1bsequent months, the Company 

included the current month effect of tlie increased rate on depreciation expense and 

in tlie accumulated depreciation balance. 

Did Big Rivers seek this Commission's authorization to implement the 

depreciation rate changes for ratemaking purposes? 

No. The Company's failme to seek Co~nmission authorization to implement 

depreciation rate changes represents an attempt to circunivent the Comlnission's 

regulatory authority througli an act of unilateral ratemalting. Big Rivers had no 

authority to change its depreciation rates for rate~naki~ig purposes, yet it increased the 

rates cvid depreciation expense included as a cost and tlien recovered that cost tl~rougli 

the environmental smcharge meclianisrii. 

Did Big Rivers seek the RUS's authorization to ilnple~nent the depreciation rate 

changes? 

J. Keizizedy nit (1 Associates, I~zc. 
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Yes. On March 13, 1995, the Company requested approval of the new production 

and transmission plant rates. The Company was not required to seek RUS approval 

of any changes to general plant. A copy of this request is replicated as my 

Exhibit--(LK-3). After more than one year, on April 17, 1996, the RtJS approved 

the new production and transmission plant depreciation rates for a two year period 

with retroactive application to January 1, 1996. A copy of the RTJS approval is 

replicated as my Exhibit-(LK-4). 

What is the ratemaking significance of the RUS approval? 

The RUS approval has no raternaking significance. First, I am advised by counsel 

that the RUS has no retail ratemaking authority in Kentucky. Thus, the RUS's 

authorization is irrelevant for this Commission's ratemaking purposes. The RUS's 

statutory interest in depreciation rates sterns from its creditor relationship with Rig 

Rivers, not from any rateinaking authority. As a creditor, the RTJS has a financial 

incentive to maximize Big Rivers' cash flow and debt repayment. As a regulator, 

this Comnlission has the statutory duty to set just and reasonable rates for tlie public. 

Those two distinct f~irictions do not always coincide and are often in conflict. That 

conflict exists here. 

Second, Big Rivers concedes that under RUS rules, the Commission has raternalting 

and accounti~ig jurisdiction superseding the RUS in its letter requesting RUS approval 

of the depreciation rates (see Exhibit - ( L K - 3 ) .  

J. Keizrzetly niztl Associates, Ittc. 



Third, since this Commission holds retail ratemaking a~thority, it holds the authority 

to establish Rig Rivers' depreciation rates for ratemaking purposes, not the R'LJS, and 

certainly not Big Rivers itself. The ratemaking treatment of depreciation expense 

determines the accounting recognition of depreciation expense, not vice versa. 

Fourth, tliis Commission recognized in Case No. 92-043, regarding SFAS No. 106 

postretireinent benefits expense, that it had the authority to determine the level of 

expense for ratemalting purposes regardless of FERC or GAAP accounting 

requirements. In that case, the Commission accepted the principle that accounting 

followed ratemalcing, not vice versa. The Comiilission stated that 

"The FERC system of accounts mandates accounting treatment 
for expenses and revenues, not rate-making treatment." 

Thus, even if Rig Rivers arguably has RUS accouliting a~lthorization, tliis 

Comniission has previously found that similar autliorizatioti is irrelevant for 

ratemalting purposes. 

Fifth, the RIJS provided its approval for only two years subject to anotlier review at 

that time, and tlien only after consideration that apparently extended for Inore than 

one year from the Company's request. The cornpletioii of the two year period closely 

coincides with the expiration of the ten year smelter tariffs, and clearly provided tlie 

RUS another review opportunity on its terins. To the extent the Con~mission accords 

J. Keizizerly alzrl Associates, I ~ c .  
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the RUS's approval any ratemaking validity during this or subsequent environmental 

surcharge proceedings, it may establish a precedent for the RUS's action on 

depreciation rates pursuant to its review next year. 

Sixth, Rig Rivers unilaterally initiated the depreciation rate cliange process in 

anticipation of the commencement of the environmental surcharge inechariism. The 

Conipany solicited bids for a depreciation study, and for the first time segregated the 

environmental compliance assets from other steani production assets. The timing of 

the Company's activities in this respect was discretionary arid was tied directly to 

elhancing its revenue recovery through the enviro~vne~ital surcharge meclianisni. The 

Coinpany should not be rewarded by the Cormnission for attempting to garne the 

regulatory process. 

Are there other ratemalung concepts that have been violated by Big Rivers in 

its unilateral implementation of a rate increase due to the depreciation rate 

changes? 

Yes. First, Big Rivers engaged directly in i~nproper retroactive ratemalting. 

Although it did not receive authorization from the RUS to change its rates until April 

17, 1996, it reached back into January, February, and March to increase its 

J. KerzizecZy nlzd Associntes, Iizc. 
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depreciatioil expense and recovery though the eilvironmental surcharge mechanism. 

Second, the Cornpariy engaged in very selective single issue ratemaking. The 

Company made no attempt to reduce customer base rates to reflect the lower 

depreciation rates and expense on its non environmental compliance assets 

concurrently with the increase in its depreciatioii rates and expense on environmental 

corripliance assets. Tlie annual reduction in depreciatiori expense on non 

enviro~lmental compliance assets as the result of its depreciation rate changes is 

approximately $13.2 million, whicli Rig Rivers has and will continue to retain absent 

Corn~nission action. 

Third, the Coinpany's retention of the $13.2 million auiually in reduced depreciation 

expense could be reflected in a higher rate base in future cost-based rate proceedings, 

thus resulting i11 f~~r ther  improper retroactive ratemalting. 

Fourtli, if the Coin~nission does not decisively address this issue wit11 Big Rivers, it 

may have the effect of opening the floodgates for similar ullilateral ratemalting 

actions by otlier utilities without first seeking the Cornmission's autl~orization. 

J.  Kerznetly alzd Associates, Irzc. 
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Have you quantified the effect of the Company's recovery through the 

environmental surcharge mechanism of the increased depreciation rate and 

expense? 

Yes. The annualized effect is approximately $3.2 million based upon actual data 

filed by the Company for the January 1996 through August 1996 period. This 

quantification includes both the increased depreciation expense effect and the 

increased accumulated depreciation reserve effect on the debt service cost. The 

computations are detailed 011 my Exh ib i t (LK-5 )  

What is your recommendation? 

I recornmend that the Commission direct Big Rivers to reverse the expense effects 

of all depreciatioii rate changes unilaterally impleniented this year, to immediately 

discontinue the recovery of the higher depreciation rates tlxough the surcharge, arid 

to refund any amounts collected tlxough the surcharge due to the higher depreciation 

rates, although the precise quaiitificatioii of those refunds may be the subject of 

subsequent six month reviews. 

J. Kerzrzerly and Associntes, Irzc. 
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111. COLEMAN DREDGING 

Please describe the Coleman dredging activity during the review period. 

During the August 1995 through December 1995 period, tlie Company incurred 

$1.528 million to dredge bottom and fly ash frolri the pond on the Coleiiiari Plarit 

site. According to interviews with Company personnel conducted by KITJC and the 

Kentucky Attorney General, dredging had been ongoing since late 1993 or early 

1994, but was accelerated in late 199.5 due to projected cash flow reductions in 1996. 

The projected cash flow reduction was due to the prepayment by the smelters of all 

demand costs under the ten year smelter tariffs by April 1998, after wliicli tlie 

smelters' payments were reduced to energy only costs. 

Please describe the previous dredging activity at the Coleman Plant site. 

Dredging had been performed at Coleman on only one otlier occasion from 1987 to 

1990. 

What year did the Coleman Plant enter commercial operation? 

The last unit at tlie Coleman Plant was placed into service in 19'72. 

J.  Kennedy nizd Associntes, Iizc. 
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What conclusions are indicated by these facts? 

First, the timing of the dredging is discretionary. According to Rig Rivers, there was 

no dredging activity fro111 1972 until some time in 1987 and then frorn some time in 

1990 until late 1993 or early 1994. There was no dredging activity performed at the 

Coleman Plant during 1992, the base yeas for the determination of environmental 

surcharge costs. Moreover, the Company was able to accelerate and the11 discontinue 

dredging based upon cash flow considerations rather than operating considerations. 

Second, dredging creates future capacity for additional deposits of bottom and fly ash. 

As such, dredging and withdrawal in excess of current deposits creates an asset for 

the Co~npariy that will be utilized in the future. 

Third, dredging could be considered to be necessary on a six year or longer cycle 

based upon the first dredging at the site comnlencing in 1987 arid the second 

dredging commencing in 1993. 

Should these costs be capitalized or deferred and amortized? 

Yes. First, the Commission, through its ratemalting authority, should direct the 

Company to capitalize or defer any abnormal and nonrecurring costs arid direct that 

J.  Kenrzen'y and Associates, Ilzc. 
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recovery of those costs be over the future period of time expected to benefit from tlle 

incurrence of those costs. As a matter of regulatory policy, that would be appropriate 

since an asset 11as been created that will be available for use in periods subsequent 

to the review period in this proceeding. The asset should be depreciated or amortized 

over its useful life, which would be six or Inore years, based upon the Coleman 

dredging history. 

Second, tlle accounting would then follow the ratemaking treatment. The Company 

would reverse its prior expense accounting, establish a plant in service or deferred 

asset, and then depreciate or amortize the asset over its expected useful life. 

Tllird, deferral and amortization of the dredging costs incul-red during the period 

would promote the regulatory objectives of matching and intergenerational equity 

anlong ratepayers. Ratepayers would pay for the use of the ash pond capacity as it 

is utilized for bottom and fly ash generated at the site. This ensures a matching of 

costs and benefits as well as assigning costs to the appropriate generations of both on- 

and off-system consumers of power produced at Coleman. This is true wliether Big 

Rivers continues to operate the plant, or it is operated by a third party such as 

Pacificorp. 

J.  Kennedy nrzd Associntes, Inc. 
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Is the Company economically harmed if the Commission directs it to defer and 

amortize the Coleman dredging costs? 

No. The Company fully recovers tliese costs, but over the expected life of the asset 

created, not over the accelerated time period ernployed by the Company in its 

surcharge filings. 

What is your recommendation with respect to the Coleman dredging costs 

incurred during the review period? 

I recomnend that the Comlnission direct Big Rivers to defer tlie Coleman dredging 

costs commencing in August 1995 and arriortize the costs over six years. The 

unamortized cost would be included in rate base to determine the debt service 

colnpollellt of the surcharge revenue requirement. I recon~nzend a refund for the 

review period of $1.402 million and a monthly anlortization of $0.022 million for 

future review periods. The computations of these amounts are detailed on my Exhibit 

( L K - 6 ) .  

As a broader issue, does the Company obtain any benefits from recognizing a 

cost as an expense rather than capitalizing or deferring it? 

9: Kerzrzetly artd Associates, Inc. 



Lane Kollen 
Page 17 

A. Yes. All else equal aizd subject to its discretion, Rig Rivers would clearly prefer to 

recognize an environmental compliance cost as an expense rather than as a capital or 

deferral itein. To the extent the Conripany can recognize an environmental 

compliance cost as an expense, it results in an almost immediate cash recovery 

tlu-ough the operation of the environmental surcharge mechanism. To tlie extent the 

Company must capitalize or defer that cost, it results in a lag in recovery even though 

there is ultimately full compensatioii. 

Q. Given the benefits to Big Rivers of recognizing costs as expenses rather than 

capital or deferral items, do you have any further recommendations? 

A. Yes. Giveii the strong motivation of alrizost irnmediat,e cash recovery tlu-ouglz the 

enviroimeiital surcharge ineclzanisin, the Coininission should be vigilant to search for 

abnornzal arid nonsecurring costs charged to expense and for changes in the 

Conzpany's formal or inforinal capitalization versus expense policies. 

To the extent that there are abnormal and nonsecurring costs charged to expense, such 

as tlie accelerated Coleman dredging costs, aizd assuming the costs were prudently 

incurred, the Conzinissioiz sliould direct Big Rivers to identify those costs i11 its 

lnonthly enviroi~zzental surcharge filings and to defer and amortize thein subject to 

Corniizissioiz review. In addition, the Coininissioiz should direct Big Rivers to 

J. Ke~zizetly arztl Associntes, Irlc. 
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1 identify in its montlily environmental surcharge filings any changes in forlnal or 

2 informal capitalization versus expense policies and to quantify the effects of such 

3 changes. 

4 

5 Q. Does this complete your testimony? 

6 

7 A. Yes. 

J. KerzlzetIy aizd Associates, Iizc. 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

EDUCATION 

University of Toledo, BBA 
Accounting 

University of Toledo, MBA 

PlXOFESSIONAL CERTIFICATIONS 

Certified Public Accountant (CPA) 

Certified Management Accountant (CMA) 

PROFESSIONAL AFFILIATIONS 

American Institute of Certified Public Accountants 

Georgia Society of Certified Public Accountants 

Institute of Certified Management Accountants 

Institute of Management Accountants 

Seventeen years utility industry experience in the financial, rate, and planning areas. Specialization in 
revenue requirements analyses, taxes, evaluation of rate and financial i~npacts of traditional and 
nontraditional ratemaking, utility mergers/acquisitioi~ diversification. Expertise in proprietary and 
nonproprieta~y sofmare systems used by utilities for budgeting, rate case support and strategic and 
financial planning. 

J. KENNEDY AND ASSOCIATES, INC. 



Exhibit (LK-1) 
Page 2 of 12 

RESUME OF LANE KOLLEN, VICE PRESIDENT 

EXPEFUENCE 

1986 to 
Present: Kennedy and Associates: Vice President and Principal. Responsible for utility revenue 

req~~irerrtents analysis, cash flow projections and solvency, financial and cash effects of 
traditional and nontraditional raternalting, and research, speaking and writing on the 
effects of tax law changes. Testiiriony before Connecticut, Florida, Georgia, Indiana, 
Louisiana, Kentucky, Minnesota, North Carolina, Ohio, Pennsylvania, Texas, and West 
Virginia Public Service Co~ilrnissions and the Federal Energy Regulatoiy Cornmission. 

1983 to 
1986: Enerw Management Associates: Lead Consultant. 

Consulting in the areas of strategic and financial planning, traditional and nontraditional 
ratemaking, rate case support and testimony, diversification and generation expansion 
planning. Directed cons~ilting and software developlnellt projects utilizing PROSCREEN 
I1 and ACUMEN proprietary software products. Utilized ACUMEN detailed corporate 
simulation system, PROSCREEN I1 strategic planning system and other custotn developed 
software to support utility rate case filings including test year revenue requirements, rate 
base, operating income and pro-fonna adjustments. Also utilized these software prod~lcts 
for revenue siniulation, budget preparation and cost-of-service analyses. 

1976 to 
1983: ---. The Toledo Eclison Com~any:  Planning Supervisor. 

Responsible for financial planning activities including generation expansion planning, 
capital and expense budgeting, evaluatioli of tax law changes, rate case strategy and 
support and colnputerized financial rr~odeling using proprietary and nonproprietary 
software products. Directed the modeling and evaluation of planning alternatives 
including: 

Rate phase-ins. . Construction project cancellations and write-offs. 
Construction pro.ject delays. . Capacity swaps. . Financing alternatives. 
Competitive pricing for off-system sales. . Sale/leasebacks. 

J. KENNEDY AND ASSOCIATES, INC. 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

CLIENTS SERVED 

Industrial Companies and Groups 

Air Products and Chetnicals, Inc. 
Airco Industrial Gases 
Alcail Alumilium 
Arnlco Advanced Materials Co. 
Arrllco Steel 
Bethlehem Steel 
Connecticut Industrial Energy Co~lsumers 
ELCON 
Enron Gas Pipeline Colnpany 
Florida Industrial Power Users Group 
General Electric Company 
GPU Industrial Intervenors 
Indiana Illdustrial Group 
Industrial Consumers for 

Fair Utility Rates - Indiana 
Industrial Energy Consumers - Ohio 
ICentuclcy Industrial Utility Consumers 

Leheigh Valley Power Committee 
Maryland Industrial Group 
Multiple Intervenors (New York) 
National Soutliwire 
North Carolina Industrial 

Energy Consumers 
Occidental Chemical Corporation 
Ohio Industrial Energy Consumers 
Ohio Manufacturers Association 
Philadelphia Area Industrial Energy 

Users Group 
PSI Industrial Group 
Smith Cogeneration 
Taconite Intervenors (Minnesota) 
West Pen11 Power Industrial Intervenors 
West Virginia Energy TJsers Group 
Westvaco Corporation 

Regulatory Commissions and 
Government Agencies 

Georgia Public Service Com~~~iss ion Staff 
Icentucky Attorney General's Office, Division of Cons~uner Protection 
Louisiana Public Service Commission Staff 
New Yorlc State Energy Office 
Office of Public Utility Counsel (Texas) 

J .  KENNEDY AND ASSOCIATES, INC. 
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RESUME OF LANE KOLLEN, VICE PRESIDENT 

Allegheny Power System 
Atlantic City Electric Company 
Carolina Power & Light Company 
Cleveland Electric Illuminati~ig Colnpany 
Delmarva Power & Light Colnpany 
Duquesne Light Company 
General Public Utilities 
Georgia Power Company 
Middle South Services 
Nevada Power Colnpariy 
Niagara Mohawk Power Corporation 

Utilities 

Otter Tail Power Cornpany 
Pacific Gas & Electric Company 
Public Service Electric & Gas 
Public Service of Oltlahoma 
Rochester Gas and Electric 
Savannah Electric & Power Conlpany 
Seminole Electric Cooperative 
Southern California Edison 
Talquin Electric Cooperative 
Tampa Electric 
Texas Utilities 
Toledo Edison Company 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Lane Kollen 
As of October 1996 

Date Case Jurisdict. Party Utility Subject 

10/86 U-17282 LA L o i ~ i s i a n a  Pub1 i c  Gulf  States 
I n t e r i m  Service Commission U t i l i t i e s  

S t a f f  

11/86 U-17282 LA Louisiana Pub l i c  Gulf  States 
I n t e r i m  Service Commission U t i l i t i e s  
Rebut ta l  S t a f f  

Cash revenue requirements 
f i n a n c i a l  solvency. 

Cash revenue requirements 
f i n a n c i a l  solvency. 

12/86 9613 KY At torney General B i g  Rivers  Rivers  Revenue requirements 
Div .  o f  Consumer E l e c t r i c  Corp. account ing adjustments 
P ro tec t i on  f i n a n c i a l  workout plan. 

1/87 11- 17282 LA Louisiana Pub l i c  Gulf  States Cash revenue requirements, 
I n t e r i m  19th J u d i c i a l  Service Commission U t i l i t i e s  f i n a n c i a l  solvency. 
D i s t r i c t  Ct. S t a f f  

3/87 General WV West V i r g i n i a  Energy Monongahela Power Tax Reform Act o f  1986. 
Order 236 Users1 Group Co. 

4/87 U-17282 LA Louisiana Pub l i c  Gulf States 
Prudence Service Commission U t i l i t i e s  

S t a f f  

Prudence o f  R iver  Bend 1, 
economic analyses, 
c a n c e l l a t i o n  studies. 

4/87 M-100 NC Nor th  Caro l ina Duke Power Co. Tax Reform Act o f  1986. 
Sub 113 I n d u s t r i a l  Energy 

Consumers 

5/87 86-524-E- WV West V i r g i n i a  Monongahela Power Revenue requirements. 
Energy Users1 Co. Tax Reform Act o f  1986. 
Group 

5/87 U-17282 LA Louisiana Pub l i c  Gulf  States Revenue requirements, 
Case Service Commission U t i l i t i e s  R iver  Bend 1 phase - in  plan, 
I n  Chief S t a f f  f i n a n c i a l  solvency. 

7/87 11- 17282 LA Louisiana Pub l i c  Gulf  States 
Case Service Commission U t i l i t i e s  
I n  Chief  S t a f f  
Surrebut 

7/87 11. 17282 LA Louisiana Pub l i c  Gulf  States 
Prudence Service Commission U t i l i t i e s  
Surrebut S t a f f  

Revenue requirements 
River  Bend 1 phase. i n  plan, 
f i n a n c i a l  solvency. 

Prudence o f  R iver  Bend 1, 
economic analyses, 
c a n c e l l a t i o n  s tud ies .  

7/87 86-524 WV West V i r g i n i a  Monongahela Power Revenue requirements, 
E- SC Energy lJsersl Co. Tax Reform Act o f  1986. 
Rebut ta l  Group 

8/87 9885 KY At torney General B i g  Rivers E l e c t r i c  F inanc ia l  workout plan. 
Div.  o f  Consumer Corp. 
P ro tec t i on  

8/87 E-015/GR- MN Taconite Minnesota Power & Revenue requirements, O&M 
87-223 In tervenors  L igh t  Co. expense, Tax Reform Act 

o f  1986. 
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10/87 870220-EI FL Occidental  F lo r i da  Power Revenue requirements, O&M 
Chemical Corp. Corp. expense, Tax Reform Act 

o f  1986. 

11/87 87-07-01 CT Connecticut I n d u s t r i a l  Connecticut L i g h t  Tax Reform Act o f  1986. 
Energy Consumers & Power Co. 

1/88 U-17282 LA Louisiana Pub l i c  Gulf  States 
19th  J u d i c i a l  Service Commission U t i l i t i e s  
D i s t r i c t  C t .  S t a f f  

Revenue requirements, 
R iver  Bend 1 phase- in  plan, 
r a t e  o f  re turn .  

2/88 9934 KY Kentucky I n d u s t r i a l  L o u i s v i l l e  Gas Economics o f  Tr imble  County 
U t i l i t y  Customers & E l e c t r i c  Co. completion. 

2/88 10064 KY Kentucky I n d u s t r i a l  L o u i s v i l l e  Gas Revenue requirements, O&M 
U t i l i t y  Customers & E l e c t r i c  Co. expense, c a p i t a l  s t ruc tu re ,  

excess de fe r red  income taxes. 

5/88 10217 KY Alcan Akuminum B ig  Rivers  E l e c t r i c  F inanc ia l  workout plan. 
Nat iona l  Southwire Corp. 

5/88 M-8701'7 PA GPU I n d u s t r i a l  Met ropo l i tan N o n u t i l i t y  generator de fe r red  
..1C001 In tervenors  Edison Co. cost  recovery. 

5/88 M-87017 PA GPU I n d u s t r i a l  Pennsylvania N o n u t i l i t y  generator de fe r red  
-2C005 In tervenors  E l e c t r i c  Co. cos t  recovery. 

6/88 1)-17282 LA Louisiana Pub l i c  Gulf  States 
19th J u d i c i a l  Service Commission U t i l i t i e s  
D i s t r i c t  C t .  S t a f f  

Prudence o f  R iver  Bend 1 
economic analyses, 
c a n c e l l a t i o n  studies, 
f i n a n c i a l  modeling. 

7/88 M-87017- PA GPU I n d u s t r i a l  Met ropo l i tan N o n u t i l i t y  generator de fe r red  
- I C O O I  In tervenors  Edison Co. cost recovery, SFAS No. 92 
Rebut ta l  

7/88 M-87017- PA GPU I n d u s t r i a l  Pennsylvania N o n u t i l i t y  generator de fe r red  
-2C005 In tervenors  E l e c t r i c  Co. cost  recovery, SFAS No. 92 
Rebutta 1 

9/88 88-05-25 CT Connecticut Connecticut L i g h t  Excess de fe r red  taxes, O&M 
I n d u s t r i a l  Energy & Power Co. expenses. 
Consumers 

9/88 10064 KY Kentucky i n d u s t r i a l  L o u i s v i l l e  Gas Premature re t i rements ,  i n t e r e s t  
Rehearing U t i l i t y  Customers & E l e c t r i c  Co. expense. 

10/88 88-170- OH Ohio I n d u s t r i a l  Cleveland E l e c t r i c  Revenue requirements, phase-in, 
EL-AIR Energy Consumers I l l u m i n a t i n g  Co. excess de fe r red  taxes, O&M 

expenses, f i n a n c i a l  
considerat ions, working c a p i t a l  . 
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10/88 88-171- OH Ohio Industrial Toledo Edison Co. Revenue requirements, phase-in, 
EL-AIR Energy Consumers excess deferred taxes, O&M 

expenses, financial 
considerations, working capital. 

10/88 8800 F L Florida Industrial Florida Power & Tax Reform Act of 1986, tax 
355-EI Power Users1 Group Light Co. expenses, O&M expenses, 

pension expense (SFAS No. 87). 

10/88 3780-11 G A Georgia Public Atlanta Gas Light Pension expense (SFAS No. 87). 
Service Commission Co. 
Staff 

11/88 U-17282 LA Louisiana Public Gulf States 
Remand Service Commission Utilities 

Staff 

Rate base exclusion plan 
(SFAS No. 71) 

12/88 U-17970 LA Louisiana Public AT&T Communications Pension expense (SFAS No. 87). 
Service Commission of South Central 
Staff States 

12/88 U-17949 LA Louisiana Public South Central Compensated absences (SFAS No. 
Rebuttal Service Commission Bell 43), pension expense (SFAS No. 

Staff 871, Part 32, income tax 
normalization. 

2/89 U-17282 LA Louisiana Public Gulf States Revenue requirements, phase- in 
Phase I 1  Service Commission LJtilities of River Bend 1, recovery of 

Staff cancelled plant. 

6/89 881602-Ell FL Talquin Electric Talquin/City Economic analyses, incremental 
890326-EU Cooperative of Tallahassee cost-of-service, average 

customer rates. 

7/89 U-17970 LA Louisiana Public AT&T Communications Pension expense (SFAS No. 87), 
Service Commission of South Central compensated absences (SFAS No. 43), 
Staff States Part 32. 

8/89 8555 TX Occidental Chemical Houston Lighting Cancellation cost recovery, tax 
Corp. & Power Co. expense, revenue requirements. 

8/89 3840-U G A Georgia Public Georgia Power Co. Promotional practices, 
Service Commission advertising, economic 
Staff development. 

9/89 U-17282 LA Louisiana Public Gulf States 
Phase I 1  Service Commission Utilities 
Detailed Staff 

Revenue requirements, detailed 
investigation. 

10/89 8880 TX Enron Gas Pipeline Texas-New Mexico Deferred accounting treatment, 
Power Co. sale/leaseback. 

10/89 8928 TX Enron Gas 
Pipeline 

Texas-New Mexico Revenue requirements, imputed 
Power Co. capital structure, cash 

working capital. 

9. KENNEBY AND ASSOCIATES, INC. 
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10/89 R-891364 PA Phi lade lph ia  Area Ph i l ade lph ia  Revenue requirements. 
I n d u s t r i a l  Energy E l e c t r i c  Co. 
Users Group 

11/89 R-891364 PA Phi lade lph ia  Area Ph i l ade lph ia  Revenue requ i  rements, 
12/89 Sur rebu t ta l  I n d u s t r i a l  Energy E l e c t r i c  Co. sale/leaseback. 

( 2  F i l i n g s )  Users Group 

1/90 U-17282 LA Louisiana Pub l i c  Gulf  States Revenue requirements, 
Phase I 1  Service Commission U t i l i t i e s  d e t a i l e d  i nves t i ga t i on .  
D e t a i l e d  S t a f f  
Rebut ta l  

1/90 U-17282 LA Louisiana Pub l i c  Gulf  S ta tes  Phase-in o f  R iver  Bend 1, 
Phase I11  Service Comiss ion  U t i l i t i e s  deregu la ted asset  plan. 

S t a f f  

3/90 890319-EI FL F lo r i da  I n d u s t r i a l  F l o r i d a  Power O&M expenses, Tax Reform 
Power Users Group & L i g h t  Co. Act o f  1986. 

4/90 890319-EI FL F lo r i da  I n d u s t r i a l  F l o r i d a  Power O&M expenses, Tax Reform 
Rebut ta l  Power Users Group & L i g h t  Co. Act o f  1986. 

4/90 U-17282 L A 1 9 t h  Louisiana Pub l i c  Gulf Sta tes  
J u d i c i a l  Service Commission U t i l i t i e s  
D i s t r i c t  C t .  S t a f f  

Fuel clause, g a i n  on s a l e  
o f  u t i l i t y  assets. 

9/90 90-158 KY Kentucky I n d u s t r i a l  L o u i s v i l l e  Gas & Revenue requirements, p o s t - t e s t  
U t i l i t y  Customers E l e c t r i c  Co. year add i t ions,  fo recasted t e s t  

year. 

12/90 U-17282 LA Louisiana Pub l i c  Gulf  States Revenue requirements. 
Phase IV Service Cornmission U t i l i t i e s  

S t a f f  

3/91 29327, NY M u l t i p l e  
e t .  a l .  In tervenors  

Niagara Mohawk Incen t i ve  regu la t i on .  
Power Corp. 

5/91 9945 TX O f f i c e  o f  Pub l i c  E l  Paso E l e c t r i c  F inanc ia l  modeling, economic 
U t i l i t y  Counsel Co. analyses, prudence o f  Palo 
o f  Texas Verde 3. 

9/91 P-910511 PA Allegheny Ludlum Corp., West Penn Power Co. Recovery o f  CAAA costs,  l e a s t  
P-910512 Armco Advanced Ma te r i a l s  cost  f inanc ing.  

Co., The West Penn Power 
I n d u s t r i a l  Users1 Group 

9/91 91 -231 WV West V i r g i n i a  Energy Monongahela Power Recovery o f  CAAA costs, l e a s t  
-E-NC Users Group Co. cost  f inanc ing.  

11/91 U-17282 LA Louisiana Pub l i c  Gulf  States Asset impairment, deregulated 
Service Commission U t i l i t i e s  asset plan, revenue requ i re -  
S t a f f  ments. 
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12/91 91-410- OH Air Products and Cincinnati Gas Revenue requirements, phase- in 
EL-AIR Chemicals, Inc., & Electric Co. plan. 

Armco Steel Co., 
General Electric Co., 
Industrial Energy 
Consumers 

12/91 10200 TX office of Public Texas-New Mexico Financial integrity, strategic 
Utility Counsel Power Co. planning, declined business 
of Texas affiliations. 

5/92 910890-EI FL Occidental Chemical Florida Power Corp. Revenue requirements, O&M expense, 
Corp. pension expense, OPE0 expense, 

fossil dismantling, nuclear 
decommissioning. 

8/92 R-OR922314 PA GPU Industrial Metropolitan Edison Incentive regulation, performance 
Intervenors Co. rewards, purchased power risk, 

OPEB expense. 

9/92 92-043 KY Kentucky Industrial Generic Proceeding OPE0 expense. 
Utility Consumers 

9/92 920324-EI FL Florida Industrial Tampa Electric Co. OPE0 expense. 
Power Usersr Group 

9/92 39348 IN Indiana Industrial Generic Proceeding OPEB expense. 
Group 

9/92 910840-PU FL Florida Industrial Generic Proceeding OPEB expense. 
Power Users1 Group 

9/92 39314 1 N Industrial Consumers Indiana Michigan OPE0 expense. 
for Fair Utility Rates Power Co. 

11/92 U-19904 LA Louisiana Public Gulf States Merger. 
Service Commission Utilities/Entergy 
Staff Corp. 

11/92 8649 MO Westvaco Corp., Potomac Edison Co. OPEB expense. 
Eastalco Aluminum Co. 

11/92 92-1715- OH Ohio Manufacturers Generic Proceeding OPE0 expense. 
AIJ-COI Association 

12/92 R-00922378 PA Armco Advanced West Penn Power Co. Incentive regulation, 
Materials Co., performance rewards, 
The WPP Industrial purchased power risk, 
Intervenors OPEB expense. 

12/92 11-19949 LA Louisiana Public South Central Bell Affiliate transactions, 
Service Commission cost allocations, merger. 
Staff 
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12/92 R-00922479 PA Philadelphia Area Philadelphia OPEB expense. 
Industrial Energy Electric Co. 
Users1 Group 

1/93 8487 M D Maryland Industrial Baltimore Gas & OPE0 expense, deferred 
Group Electric Co., fuel, CWIP in rate base 

Bethlehem Steel Corp. 

1/93 39498 IN PSI Industrial Group PSI Energy, Inc. Refunds due to over- 
col iect ion of taxes on 
Marble Hill cancellation. 

3/93 92-11-11 CT Connecticut Industrial Connecticut Light OPE0 expense. 
Energy Consumers & Power Co. 

3/93 U-19904 LA Louisiana Public Gulf States Merger. 
(Surrebuttal) Service Commission Utilities/Entergy 

Staff Corp. 

3/93 93-01 OH Ohio Industrial Ohio Power Co. Affiliate transactions, fuel. 
EL-EFC Energy Consumers 

3/93 EC92.- FERC Louisiana Public Gulf States Merger. 
21000 Service Commission Utilities/Entergy 
ER92-806-000 Staff Corp. 

4/93 92-1464- OH Air Products Cincinnati Gas Revenue requirements, 
EL-AIR Armco Steel phase-in plan. 

industrial Energy 
Consumers 

4/93 EC92- FERC Louisiana Public Gulf States Merger. 
21000 Service Commission Utilities/Entergy 
ER92-806-000 Staff Corp. 
(Rebuttal) 

9/93 93-113 KY Kentucky Industrial Kentucky Utilities Fuel clause and coal contract 
Utility Customers refund. 

9/93 92-490, KY Kentucky Industrial Big Rivers Electric Disallowancesandrestitution for 
92-490A, Utility Customers and Corp. excessive fuel costs, i l LegaL and 
90-360-C Kentucky Attorney improper payments, recovery of mine 

General closure costs. 

10/93 U-17735 LA Louisiana Public Cajun Electric Power Revenue requirements, debt 
Service Commission Cooperative restructuring agremnt, River Bend 
Staff cost recovery. 

1/94 U-20647 LA Louisiana Public Gulf States 
Service Commission Utilities 
Staff 

Audit and investigation into fuel 
clause costs. 
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4/94 U-20647 LA Lou is iana P u b l i c  Gulf  S ta tes  
(Su r rebu t ta l )  Serv ice  Commission U t i l i t i e s  

S t a f f  

Nuclear and f o s s i  l u n i t  
performance, f u e l  costs, 
f u e l  c l ause  p r i n c i p l e s  and 
gu ide l ines .  

5/94 U-20178 LA Lou is iana Pub l i c  Louis iana Power & Planning and quan t i f i ca t i on  issues 
Serv ice  C o m i s s i o n  L i g h t  Co. o f  Least cos t  i n t e g r a t e d  resource 

plan. 

9/94 U-19904 LA Lou is iana P u b l i c  Gul f  S ta tes  R i ve r  Bend phase- in plan, 
I n i t i a l  Post- Serv ice  Commission U t i l i t i e s  Co. deregu la ted asset plan, c a p i t a l  
Merger Earnings s t ruc tu re ,  o the r  revenue 
Review requirement issues. 

9/94 11-17735 LA Lou is iana P u b l i c  Cajun E l e c t r i c  G&T cooperative ratemaking po l  icy, 
Serv ice  Commission Power Cooperat ive exc lus ion  o f  R i v e r  Bend, o the r  

revenue requirement issues. 

10/94 3905-U G A Georgia P u b l i c  Southern B e l l  I n c e n t i v e  r a t e  plan, earnings 
Serv ice  Commission Telephone & review. 

Telegraph Co. 

10/94 5258-U G A Georgia Pub l i c  Southern B e i l  A l t e r n a t i v e  regu la t i on ,  cos t  
Serv ice  Commission Telephone & a l l o c a t i o n .  

Telegraph Co. 

11/94 U-19904 LA Lou is iana Pub1 i c  Gulf  States R i ve r  Bend phase- in  plan, 
I n i t i a l  Post-  Serv ice  Commission U t i l i t i e s  Co. deregu la ted asset plan, c a p i t a l  
Merger Earnings s t r u c t u r e ,  o the r  revenue 
Review requirement issues. 
(Rebut ta l )  

11/94 U-17735 LA Lou is iana P u b l i c  Cajun E l e c t r i c  G&T cooperative ratemaking po l icy ,  
(Rebut ta l )  Serv ice  Commission Power Cooperat ive exc lus ion  o f  R i ve r  Bend, o the r  

revenue requirement issues. 

4/95 R-00943271 PA PP&L I n d u s t r i a l  Pennsylvania Power Revenue requirements. F o s s i l  
Customer A l l i a n c e  & L i g h t  Co. d ismant l ing ,  nuc lear  

decommissioning. 

6/95 3905-11 G A Georgia Pub l i c  Southern Be l  l I n c e n t i v e  regu la t i on ,  a f f i l i a t e  
Serv ice  Commission Telephone & transact ions, revenue requirements, 

Telegraph Co. r a t e  refund. 

6/95 U-19904 LA Lou is iana Pub1 i c  Gulf  States Gas, coa l ,  nuc lear  f u e l  costs,  
( D i r e c t )  Serv ice  Commission U t i l i t i e s  Co. con t rac t  prudence, base/fuel  

real ignment.  

10/95 95-02614 TN Tennessee O f f i c e  o f  Bel lSouth A f f i l i a t e  t r ansac t i ons .  
t h e  A t to rney  General Telecommunications, 
Consumer Advocate Inc .  

10/95 U-21485 LA Lou is iana Pub l i c  Gulf  S ta tes  
( D i r e c t )  Serv ice  Commission U t i l i t i e s  Co. 

Nuclear O&M, R ive r  Bend phase- in  
plan, base/ fue l  real ignment,  NOL 
and A l t M i n  asset de fe r red  taxes, 
o ther  revenuerequirement issues. 
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11/95 U-19904 LA Louisiana Public Gulf States Gas, coal, nuclear fuel costs, 
(Surrebuttal) Service Comission Utilities Co. contract prudence, base/fuel 

Division realignment. 

11/95 U-21485 LA Louisiana Public Gulf States Nuclear O&M, River Bend phase-in 
(Subblemental Direct) Service Commission LJtilities Co. plan, base/fuel realignment, NOL 

12/95 1-21485 and AltMin asset deferred taxes, 
(Surrebuttal) other revenuerequirement issues. 

1/96 95-299- OH Industrial Energy The Toledo Edison Co. Competition; asset writeoffs and 
EL-AIR Consumers The Cleveland revaluation, O&M expense, other 
95-300- Electric revenue requirement issues. 
EL-AIR Illuminating Co. 

7/96 8725 MD The Maryland Baltimore Gas Merger savings, tracking mechani sm, 
Industrial Group & Electric Co., earnings sharing plan, revenue 
and Redland Potomac Electric requirement issues. 
Genstar, Inc. Power Co. and 

Constellation Energy 
Corp. 

9/96 U-22092 LA Louisiana Public Entergy Gulf River Bend phase- in plan, base/fuel 
Service Commission States, Inc. realignment, NOL and ALtMin asset 

deferred taxes, other revenue 
requirement issues, allocation of 
regulated/nonregulated costs. 

J. ICENNEDY AND ASSOCIATES, INC. 
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TO: Paul Schmitz 

FROM: John West 

RE: Depreciation Study 

DATE: February 1, 1995 

Big Rivers received the results of the comprehensive Depreciation 
Study by Management Resources International (MRI) of Reading, 
Pennsylvania. MRI is a engineering consulting firm with more 
than 25 years experience devoted to the public utility industry. 
They are a recognized expert in the field of depreciation having 
performed more than 200 depreciation studies for gas, electric, 
steam, and water utilities. They have appeared as an expert 
depreciation witness before 16 state and municipal utility 
regulatory agencies and FERC. 

This study was authorized by the Board on July 8, 1994 and 
represents the first such study since 1980. The study results 
estimate different average service lives from those currently in 
use, as shown below: 

Plant Function 

Steam Production 
Other Production 
Transmission 
General 

Averaae Service Life (Years) 
Existinq Study 

A schedule comparing existing and recommended accrual rates 
follows : 

Percentaae 
Existinq Proposed 

Steam Production 
EC Steam Production 
Other Production Plant 
Transmission Plant 

Exhibi t  2 
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General Plant: 
Structures & Improvements 
Office Furniture & Equipment 
Computer Equipment/PCs/AS400 
Engineering Computer 
Transportation Equipment 
Transportation Equip-Special 
Stores Equipment 
Tools, Shop & Garage Equip. 
Lab Equipment 
Power Operated Equipment 
Go-Tract Vehicle 
Communication Equipment 
Miscellaneous Equipment 

Percentaue ' 
Existinq Pro~osed 

The adoption of these proposed rates listed above will result in 
a reduction of annual depreciation from $46 million in 1994 to 
$36 million in 1995. 

I recommend that the Board approve these new rates for immediate 
implementation, subject to RUS approval. 
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March 13, 1995 

Roberta E. Detwi 1 e r  
Chief Technical Accounting and Auditing Staf f  
RUS-BAD-TAAS-Room 2222-S 
Washington, D.C. 20250-1500 

Dear Ms. Detwi 1 er:  

RUS Bull e t i n  183-1, Depreciation Rates and Procedures, superseded October 
28, 1977, prescribes depreciation r a t e s  f o r  production and transmission plant ,  
and recommends r a t e s  f o r  general plant.  No deviations are  t o  be made from the 
prescribed r a t e s  without spec i f i c  RUS approval, except where dictated by a 
regulatory Comnission, A s  authorized by the  Board on July 8 ,  1994, bids were 
so l i c i t ed  t o  conduct a comprehensive depreciation rate study of a11 Big Rivers 
f a c i l i t i e s ,  with environmental compliance a s s e t s  as  defined by KRS 278.183 
segregated. On September 8, 1994 Management Resources International,  Inc. 
(MRI) of Reading Pennsylvania was selected t o  perform the study. MRI i s  a 
engineering consulting f i rm with more than 25 years experience devoted t o  the 
pub1 i c  u t i l i t y  industry.  They are  a recognized expert i n  the  f i e l d  of 
depreciation having performed more than 200 depreciation s tudies  f o r  gas, 
e l e c t r i c ,  steam, and water u t i l  i t i e s .  They have appeared as an expert 
depreciation witness before 16 s t a t e  and muni cipal uti 1 i t y  regul atory agencies 
and FERC. The study was completed January 11, 1995 and approved fo r  
implementation, subject  t o  RUS approval, a t  the  February 10, 1995 Board 
meeting. A copy of the  Board resolution i s  included herein. This represents 
the f i r s t  such study conducted fo r  Big Rivers s ince 1980. 

A complete copy of t h e  depreciation study i s  submitted fo r  your review. 
The accrual r a t e  schedule therein i s  the source of the proposed r a t e s  per the 
February 1, 1995 memorandum, copy attached. We request RUS approval of the  
production and transmi ssi on r a t e s  s ta ted  in t h i s  depreciation study (and the 
memorandum) for  immediate imp1 ementation. I n  our opinion, these deprsciation 
accrual r a t e s  wil l  provide for  the proper and timely recovery of capital  
invested in depreci abl e property. We l ook forward t o  your timely response. 
Phone me i f  I can provide you with any additional information. 

of Finance 

cc: 
B. Blackburn Exhibit 2 
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MAY 2 F? 

~ r .  Paul A. Schntitz 
Manager 
Big Rivers Electric Corporation 
p . 0 .  Box 24 
Henderson, Kentucky 42420 

, Dear Mr. Schmftz: 

We have reviewed the depreciation study performed by Management 
Resources International for Big Rivers Electric Corporation 
(Big Rivers) . The study requests the Rural Utilities ServiceJ s 
(RUS) approval of extended useful service lives for steam 
production, other production, transmission, and general plant. 

Based upon the information provided, RUS is approving the use of 
the following estimated average service lives for the plant 
functions detailed below: 

Steam Production 
Other Production 
Transmissi on 
General 

Estimated Average 
Service 3.ife 

40.6 years 
49.9 years 
42.5 years 
L3 .9 yslrs? 

These rates are approved for a 2-year period with retroactive 
application to January 1, 1996. If Big Rivers wishes to continue 
to utilize depreciation rates based upon extended estimated 
useful service lives, an updated depreciation study must be 
performed in 1997 and submitted to RUS in 1998. In addition to 
the information currently provided, the study submitted in 1998 
should include the following: 

1. A discussion of the operating and maintenance history of 
the units; 

2. analysis of the improvements and replacements made to 
existing units; 

. 
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3 .  A discurslslian of the ctzrrent opezating prfonnance of tbe 
4 @jar components co;mprisfng each unit;  and 

4,  A disrcwsian of B i g  River8s future plans for ~pauating, 
-intaining, and upgrading the uuits, 

~f you have any questions or if we can be of -y further 
a~sistance, please comtact us, 

sincerely, 

Alex 5. Cocicejr, 2r - 

ALEX N. CBcxEr, Ja* 
Deputy Assi s t a n t  Adrnkrfstrator 
~lectric Program 

cc: 
offi cia1 File (Depreciation Rates - NEAB) 

,Addressee 
. 

PASD 
DAAE 
ESD 
PSOB-1 
NPEB 
FSS '- 

NEAB-2 (KY 6 2 )  
Reading 

E x h i b i t  2 
I t e m  13 
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Exhibit-(LK-5) 
Page 1 of 2 

Calculation of Depreciation Expense Adjustment 
On Big Rivers Eligible Pollution Control Plant 

Febr. March April May June July August 
1996 1996 1996 1996 1996 1996 1996 

Eligibie Pollution Cont. Plant: 
Central Lab 292,073 292,073 292,073 292,073 292,073 292,073 292,073 
Coleman 10,301,037 10,301,037 10,301,037 10,301,037 10,301,037 10,302,537 10,302,537 
Green 79,319,483 79,319,483 79,380,419 79,384,127 79,384,127 79,387,477 79,393,710 
HMP&L Station Two 38,119,605 38,123,263 38,140,628 38,140,628 38,140,628 38,140,628 37,651 ,704 
Reid 1,561,160 1,561,160 4,561,160 1,561,160 1,561,160 1,561,160 1,561,160 
ReidlHMP&L 124,998 127,670 127,715 127,715 129,406 129,406 229,406 
Wilson 193.796.!46 193.796!146 193.796.146 193.796.146 1931800,200 1931800,200 193.800.200 

Totals 323,514,502 323,520,832 323,599,178 323,602,886 323,608,631 323,613,481 323,130,790 

Accumulated Depreciation: 
Central Lab 53,365 54,943 55,977 57,012 58,046 59,081 60,115 
Coleman 4,014,091 4,040,929 4,067,767 4,094,605 4,121,443 4,148,285 4,175,127 
Green 39,926,985 40,109,293 40,291,741 40,474,198 40,656,654 40,839,118 41,021,597 
HMP&L Station Two 1,602,528 ? ,733,019 1,868,175 2,003,270 2,138,363 2,250,945 2,384,307 
Reid 874,428 878,560 882,692 886,824 890,956 895,088 899,220 
Reid/HMP&L 16,256 16,938 17,390 17,843 18,295 18,754 19,212 
Wilson 57.317:918 57.818.710 58.319.502 58,820,294 59,321!096 59,821,899 60,322,701 

Totals 103,805,571 104,652,392 105,503,244 106,354,046 107,204,854 108,033,170 108,882,279 

Net Plant: 
Central Lab 238,708 237,130 236,096 235,061 234,027 232,992 231,958 
Coieman 5,286,946 6,260,108 6,233,270 6,206,432 6,179,594 6,154,252 6,127,410 
Green 39,392,498 39,210,190 39,088;678 38,909,929 38,727,473 38,548,359 38,372,113 
HMP&i Station Two 36,517,077 36,390,244 36,272,453 36,137;358 36,002,265 35,889,683 35,267,397 
Reid 686,732 682,600 678,468 674,336 670,204 666,072 66? ,940 
Reid/HMP&L 108,742 ? 10,732 11 0,325 109,872 171,111 1 10,652 110,194 
Wilson 136,478,228 135,977,436 135.476.644 134,975,852 134.479!104 133.978.301 133,477,499 

Totals 21 9,708,931 218,868,440 218,095,934 217,248,840 216,403,777 215,580,311 214,248,511 



Exhibit-(LK-5) 
Page 2 of 2 

Calculation of Depreciation Expense Adjustment 
On Big Rivers Eligible Pollution Control Plant 

Febr, March April May June July August 
TEE 1996 1996 1996 3996 199Ci 1996 

Depreciation Expense: 
Coleman 26,838 26,838 26,838 26,838 26,838 26,842 26,842 
Green 182,308 182,308 182,448 182,457 182,457 182,464 182,479 
Reid 4,132 4,132 4,132 4,132 4,132 4,132 4,132 
Wilson 500.792 500,792 500.792 500.792 500.802 500,802 500,802 

Total 714,070 714,070 714,210 714,219 714,229 714,241 714,255 

Monthly Depreciation Pct.: 

Coleman 
Green 
Reid 
Wilson 

Company Filed Net Plant: 219,708,932 218,026,536 216,958,610 215,815,129 214,675,674 213,560,705 21 1,933,506 
Revised Net Plant: 219.708.931 218.868.440 218.0951934 217,248.840 216.403.777 215.580,31 f 214.248.51 1 
Change in Net Plant: (1) 841,904 1,137,324 1,432,711 1,728,103 2,019,606 2,315,005 
Monthly Interest Rate: 0.6223% 0.6223% 0.6223% 0.6223% 0.6223% 0.6223% 0.6223% 
Revenue Requirement Effect (0) 5,239 7,078 8,916 10,754 12,568 14,406 

Company File Deprec. Exp. 714,070 1,534,883 987,949 387,926 987,939 965,208 1,010,782 
Revsiecl Depreciation Exp. 714.070 714!070 714.210 714.219 714.229 714,241 7:4.255 
Depreciation Difference 0 (820,813) (273,739) (273,707) (273,710) (250,967) (296,527) 

Total Revenue Req. Effect (0) (815,574) (266,661) (264,792) (262,956) (238,399) (282,721) 

Cumulative Rev, Req. Effect (2,130,503) 



Exhibit ( L K - 6 )  

Calculation of the Effect of Deferring and Amortizing 
Dredging Costs at Coleman Station 

Dredging Cost Monthiy Cumulative Unamort. Rate of Return On Rev, Req. 
Mo. Yr. Removal Amortization Amortization Balance Return Unamort. Bai. Change 

Totals (1,527,561) 88,517 37,316 11.401.728J 




